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Policy revolution: What’s next?

* Macroeconomic policy has undergone anecessary revolutioninjust
three months, butthisis aslipperyslope without proper guardrails.

Jean Boivin

Head - BlackRock
Investment Institute

* The key to the policyresponsehas shifted to ensuring successful
execution and avoiding policy fatigue beforethe shockpasses.

Elga Bartsch

Head of Macro Research -
BlackRock Investment

* This week’s Federal Reserve policy meeting will be in focus as markets
watch forthe Fed’s take onthe economic rebound.

Institute
Macroeconomic policy has gone through a needed revolution to cushion the
coronavirus shock. It essentially aims to “go direct” and is blurring fiscal and
monetary policies. Yet this policy shift has opened the door to unprecedented Mike Pyle

Global Chief Investment
Strategist — BlackRock
Investment Institute

government intervention in markets and companies, and we see it as a slippery
slope - unless it comes with proper guardrails and a clear exit strategy.

Chart of the week
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Sources: BlackRock Investment Institute, with datafrom the Federal Reserve, European Central Bank, Bankof Japan, Bank
of England, and Haver Analytics, June 2020. Notes: We use estimated targets for thetotal size of the US.and euro area
corporate purchases and lending schemes for 2020. For theeuro area we include TLTRO funding, and for the UKwe construction.
include central bank support for the TFS bank lending scheme. The euro area numbers are averages of the four largest
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geopolitics and portfolio

The scale and speed of the policy response has been greater than at any
moment in peacetime history, fundamentally transforming the core tenets of
global policy frameworks and financial markets. We view the economic impact
and policy response as two key signposts for gauging the virus shock, and
compare our assessment of the lost national income across major economies

with policy measures announced to date. The orange bars show the full-year hit
to GDP from our sector-level bottom-up analysis, including the initial impact B IaCkROCk
on the most affected sectors (such as travel and leisure) and the broader
impact on the whole economy due to spillover effects (light orange). The fiscal I nveStment
response more than covers the initial impact in the U.S. Once we factor inthe I nstitute
spillover to the full economy, the fiscal policy response (dark yellow) globally
falls short. Yet the situation improves when monetary policies (light yellow) are
accounted for. This is especially striking in the U.S., as the chart shows.
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Major economies may still struggle to entirely bridge the gap left by the plunge in demand, income and cash flow, despite
the unprecedented policy measures, in our view. We see a risk of policy fatigue leading to an exit or a retrenchment too soon,
especially in the U.S. The U.S. labor market unexpectedly improved in May, showing signs that policy interventions were
cushioning the blow from the shock - and highlighting the risk that policymakers may give up on relief measures sooner
than necessary.

The uncharted territory that policymakers have entered makes policy execution particularly important. The new policies
explicitly attempt to “go direct” — bypassing financial sector transmission and delivering liquidity to individuals and
businesses. Another aspect of this policy revolution is the explicit blurring of fiscal and monetary policies, including central
banks absorbing new government debtto maintain low bond yields. In addition, some government support comes with
strings attached, including conditions around dividend payouts and share buybacks.

We wrote about the necessity for monetary and fiscal coordination to deal with the nextdownturn last August. Effective
coordination would reduce lost output in a major shock, and could lessen other risks, such as rising inequality, that were

seen as arising from the unbalanced policy response to the financial crisis. We warned it needed proper guardrails and a
clear exit strategy to mitigate a risk of uncontrolled deficit spending with commensurate monetary expansion and,
ultimately, inflation. One approach we laid out is a Standing Emergency Financing Facility (SEFF), a framework inwhich the
exit from the joint monetary-fiscal policy effort is explicitly determined by the inflation outlook. To be credible, this exit
decision must be independently controlled by the central bank. And even a well-designed monetary strategy may not
prevent a change toward a higher inflation regime in the medium term because of deglobalization and re-regulation trends.

The bottom line: The policy revolution is a near-term positive for markets but, in the absence of guardrails, might not bein
the medium term. One key investment implication is the reduced ballast properties of nominal government bonds over a
strategic horizon, as interest rates are near or at their effective lower bounds and we see greater inflation risks in coming
years. We think increased strategic allocations to inflation-linked bonds are sensible amid this shifting balance of risk.

Marketbackdrop

Measures to contain the virus are gradually being eased in many developed economies. May’s data suggested the worst of
the contraction may be behind us, but we see a bumpy restart in coming months. The big question remains: how successful
policy execution will be in bridging cash flow constraints and preventing permanent damages to the economy — and what
the risk is of policy fatigue in coming months. Markets became wary of rising U.S. China tensions.

Assetsinreview
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Macroinsights Eyes on the price

BlackRock U.S. CPI Inflation GPS and breakdown, 2004-2020

The coronavirus pandemic has spurred both a steep decline
in demand and huge pressures on supply. This unusual 3.0
combination has implications for the path of inflation: the
former pulls inflation down, butthe latter pulls it up. Our
view? In the short run, weak demand is likely to win this tug Sy -
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of war, helped along the way by the fall in oil prices. Yet | ol 4
inflationary pressure could build up more quickly than \
expected due to curtailed capacity in personal services, 1.5 AY
profound shifts in monetary policy and secular trends such
as deglobalization. Our Inflation GPS illustrates the 10 '
disinflationary potential of the coronavirus pandemic inthe Inflation GPS @ Misc
short term, with both the U.S. and euro area indicators Unemployment @ Tyrend
falling sharply. The sudden increase in labor market slack — Shelter
as workers have become unemployed or been moved to 0.0
short-time work programs - has been a driver. For the U.S., 2004 2008 2012 2016 2020
we find that the sharp rise in the unemployment rate has Sources: BlackRock Investment Institute, with data from Haver Analytics, June 2020. Notes: The inflation GPS
been the most important factor, while in the euro area it has shows where core (excluding food and energy) consumer price inflation (CPI) may stand insix months' time. The

been broader underemployment given the prevalence of chart shows the breakdown ofthe GPS components. Indiv'\dualcontribution.s are shown asdleviations from their

hort-time work brograms sample means. Unemployment is the headline unemployment rate. Shelter is a consumer price measure of rent
sho prog : costs. Trend is the underlying, slowlyevolving inflation trend. Miscellaneous isthe average impact of effects not
controlled by our model. Forward-looking estimates maynot come to pass.
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Investmentthemes
1 Activity standstill

* The coronavirus shock is unprecedented and sharper than what we saw in 2008 — butits cumulative hit to growth is
likely to be lower as long as authorities deliveran overwhelming fiscal and monetary policy response to bridge
businesses and households through the shock. The main risk to our view: The decisive policy response is not
delivered in a successful and timely fashion, causing lasting damage to the economy.

* The rate of growth in virus cases looks to be slowing in many regions and stringent shutdown measures are
gradually being lifted.

* The nature of the activity rebound will depend on the path of the outbreak, delivery of policy response and potential
changes to consumer and corporate behaviors. Success will not just be about restarting the economy and
containing the virus — but balancing both objectives.

+ Market implication: We are sticking to benchmark holdings in most asset classes and prefer credit over equities.

2 Bold policyaction

* Adecisive, pre-emptive and coordinated policy response needed to stabilize financial markets has taken shape,
particularly in the U.S. The U.S. unemployment rate hit its highest level since the Great Depression in April,
underscoring the need for effective policy implementation.

* The Federal Reserve built on its “whatever it takes“ approach to helping the economy through the shock and
ensuring markets function properly. We could see its balance sheet more than double to nearly $11 trillion by year
end to support the fiscal response. The U.S. Treasury smashed records by setting out a $3 trillion borrowing plan in
its quarterly refunding to fund the response — showing the blurring of lines between monetary and fiscal policy.

* Europe’s response has been slower than elsewhere but starts to stand out when the risk of policy fatigue in the U.S.
is increasing. Germany announced a bigger-than-expected €130 billion fiscal package. The ECB expanded its
pandemic emergency purchase program more than anticipated. France is due to present its package next week.

* China moved away from setting a GDP growth target for 2020, emphasizing quality of growth over quantity, and
announced fiscal stimulus of around 4% of GDP.

* A German constitutional court ruling threatens the European Central Bank’s independence and could lead to euro
area fragmentation inthe long run. It’s crucial to have proper guard rails around policy coordination, as we wrote in

* Central banks have moved from alleviating dysfunctional market pricing and tightening financial conditions to
ensuring credit flows to businesses and local governments.

*  We see risks of implementation and policy exhaustion. Next rounds of U.S. fiscal stimulus look harder to achieve
because of a return of political polarization after a short window of bipartisanship.

* Market implication: Coupon income is crucial in an even more yield-starved world, including corporate credit.

3 Resilience rules
Portfolio resilience has to go beyond nominal government bonds and consider alternative return sources that can
provide diversification.

* Afocus on sustainability can help make portfolios more resilient. We believe the adoption of sustainable investing is
a tectonic shift that will carry a return advantage for years to come —andthe coronavirus shockseems to be
accelerating this shift.

* Market implication: We prefer U.S. Treasuries to lower-yielding peers as portfolio ballast and see a strong case for
sustainable investing.
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Week ahead

China consumer price index and producer
June 10 price index; Federal Reserve policy meeting

University of Michigan Survey of
June 12 Consumers June preliminary

The Fed’s policy meeting and the preliminary release of the University of Michigan Sentiment for June will be the focus this
week. The Fed is expected to reiterate the whatever-it-takes approach, and keep its interest rate guidance unchanged. Its

Summary of Economic Projections is likely to describe a slow economic rebound. The University of Michigan survey will show
where consumer sentiment stood after U.S. consumers cut spending by the most on record for two straight months.

Directional views

Six to 12-month tactical views on major global assets from a U.S. dollar perspective, June 2020

We are neutral on global equities. Global economic activity has been almosthalted in order to
stemthe spread of the coronavirus. Overwhelming and aggressive policy action — both fiscal
and monetary — helpsupportthe assetclass. We prefer an up-in-quality stance, and like
economies with ample policy room.

Equities

. We have upgraded creditto modestly overweight. Extraordinary measures by central banks —
Credit including purchases of corporate debt — provide a favorable backdrop. Developed market
centralbankactions should pave the way for lower volatility in interest rates, providing a stable
environment for credit spreads to narrow. Therisk of temporary liquidity crunches remains. Yet
valuations have cheapenedand coupon incomeis crucialin a world starved for yield.

Government Westayneutraloverallon global governmentbonds. They actas ballast against risk-off

bonds episodes. Additional easing by major central banks has become more likely, in our view. We
favor U.S. Treasuriesover government bonds in other regions, butsee risks of a diminishing
buffer againstequity marketselloffs and a snap-back in yields from historically low levels.
Cash

We maintain our neutral position on cash for risk mitigation. We also see cash as a robust
buffer againstrisks around regime shifts, especially those triggered by a negative supply
shockthat could drive both stocks and bonds lower together.

Note: This material represents an assessment of the market environment at a specific time and is not intended to be a
forecast or guarantee of future results. This information should not be relied upon as investment advice regarding any
particular fund, strategy or security.
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Six to 12-month tactical views on selected assets vs. broad global asset classes by level of conviction, June 2020

Fixed Income

Asset

Underweight

ONG, SINGAPORE AND AUSTRALIA. FOR INSTITUTIONAL, PROFESSIONA

Overweight

QUALIFIED INVESTORS AND QUALIFIED CLIENTS IN OTHER PERMITTED COUNTRIES

United States

We are overweight U.S. equities for their relative quality bias and the sizable
policy response to the outbreak: large fiscal stimulus coupled with the
Federal Reserve’s commitment to keep rates low and markets functioning.

Euro area

We stay underweight on European equities. We see greater upside
elsewhere inaneventual recovery. Europeis more dependent on foreign
trade.

Japan

We are underweight Japanese equities. The country has limited monetary
and fiscal policy space to offset the outbreak’s impact.

Emerging markets

We are neutral on EM equities. Valuations have cheapened, but the global
economic slowdown and cheaper oil challenge many EMeconomies. The
outbreak also is a big test for weak public health systems.

Asia ex-Japan

We are overweight Asia ex-Japan equities on prospects of an eventual
growth uptick. We see China asin theearly stages of restarting its economy
and having more policy space to revive activity.

Momentum

We are neutral on momentum. The factor has outperformed in the growth
slowdown, partly dueto its exposure to “secular growers” inthe tech
industry as well as dividend paying bond proxies.

Value

We remain underweight value. Value has historically performed best in
periods of accelerating growth, and we now see the coronavirus outbreak
posing downside risks to the economy.

Minimum volatility

We like min-vaol for its defensive propertiesina growth slowdown. The
factor has historically performed well latein the cycle.

Quality

We hold quality as an overweight. We like that it has been resilient in late-
cycle periods, despite relatively high valuations.

U.S. Treasuries

We like U.S. Treasuries. Low rates reduce their ability to cushion against
risk asset selloffs, but we see greater room for long-term yields to fall
furtherinthe U.S. thanin other developed markets.

Treasury Inflation-
Protected Securities

We are neutral on TIPS. After a huge decline in rates that makes the entry
point less attractive. We still see potential for higher inflation over time and
like TIPS in strategic allocations.

German bunds

We remain underweight bunds. They providelittle cushion against major
risk events, but would not add to our underweight after recent
underperformance versus U.S. Treasuries.

Euro area
peripherals

We are holding our overweight in euro area peripheral government bonds.
Fiscal authorities increased stimulus and the European Central Bank
expanded its asset purchases program to cushion the pandemic’s impact.

Global investment
grade

We like global investment grade credit. Renewed asset purchases by
central banks as well as the prospect of a stable rates backdrop support the
sector at a time when valuations have cheapened.

Global high yield

We stay overweight high yield as a source of income, despite recent
underperformance. We avoid energy as a lower-for-longer oil price
challenges the ability of issuers to refinance near-term maturities.

Emerging market -
hard currency

We stay neutral on hard-currency EM debt due to the heavy exposure to
energy exporters and limited policy space among some markets. Default
risks may be underpriced.

Emerging market -
local currency

We are neutral on local-currency EM debt to neutral because we see a risk
of further currency declines in key markets amid monetary and fiscal
easing. This could wipe out the asset class’s attractive couponincome.

Asia fixed income

We stay overweight based on a slowdown in the spread of the virus,
Chinese monetary easing, low energy exposure and reasonable relative
value. We see demand from Chinese and regional investors.

Pastperformance is not a reliable indicator of current or future results. It is not possible to investdirectlyin anindex. Note: Views arefrom a U.S. dollar perspective. This material represents an
assessment of the market environment at a specifictime and is not intended to be a forecast or guaranteeof futureresults. This information should not be relied upon as investment advice
regarding any particular fund, strategy or security.
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managers navigate financial markets. Bll offers strategic and tactical market views, publications and digital tools that are
underpinned by proprietary research.

General Disclosure: This material is not intended to be relied upon as a forecast, research or investmentadvice, and is not a recommendation, offer or solicitation to buy or sellany
securities or to adopt anyinvestmentstrategy. The opinions expressed are as of June 8,2020 and may change. The information and opinions are derived from proprietary and non-
proprietary sources deemed by BlackRock to be reliable, are not necessarily all-inclusive and are not guaranteed as to accuracy. Assuch, no warranty of accuracy or reliability is given and
no responsibility arising in any other way for errors and omissions (including responsibility to any person by reason of negligence)is accepted by BlackRock, its officers, employees or
agents. This material may contain forward looking' information that is not purely historical in nature. Such information may include,among otherthings, projections and forecasts. There is
no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at the sole discretion of thereader.

In the US.and Canada, this material is intended for public distribution. In the U.S.and Canada, this material isintended for public distribution. Inthe UK and outside the EEA: Until 31
December 2020, issued by BlackRock Investment Management (UK) Limited, authorized and regulated by the Financial Conduct Authority. Registered office: 12 Throgmorton Avenue,
London, EC2N 2DL. Tel: + 44 (0)20 7743 3000. Registered in England and Wales No. 2020394, has issued this document foraccess by Professional Clientsonly and no other person
should rely upon the information contained within it For your protection telephone calls are usually recorded. Please refer to the Financial Conduct Authority website for a list of authorized
activities conducted by BlackRock. From 31 December 2020, in the eventthe United Kingdom and the European Union do not enterinto an arrangementwhich permits United Kingdom
firms to offer and provide financial services into the European Union, theissuer of this material is: (i) BlackRock Investment Management (UK) Limited for all outside of the European
Union; and (ii) BlackRock (Netherlands) B.V. for in the European Union, BlackRock (Netherlands) B.V.is authorized and regulated by the Netherlands Authority for the Financial Markets.
Registered office Amstelplein 1, 1096 HA, Amsterdam, Tel: 020 - 549 5200, Tel: 31-20-549-5200. Trade Register No. 17068311 For your protection telephone calls areusually
recorded. In Switzerland, this document is marketing material. This document shall be exclusively made available to, and directed at, qualified investors as defined in the Swiss Collective
Investment Schemes Act of 23 June 2006, as amended.For investorsin Israel: BlackRock Investment Management (UK) Limited is notlicensed under Israel’s Regulation of Investment
Advice, Investment Marketing and Portfolio Management Law, 5755-1995 (the “Advice Law’), nor does it carry insurance thereunder. In South Africa, pleasebe advised that BlackRock
Investment Management (UK) Limited is an authorized financial services provider with the South African Financial Services Board, FSP No. 43288. Inthe DIFC this material can be
distributed inand from the Dubai International Financial Centre(DIFC) by BlackRock Advisors (UK) Limited — Dubai Branchwhich is regulated by the Dubai Financial Services Authority
(DFSA). This material is only directed at'Professional Clients’and no other person should rely upon the information contaired within it. In the Kingdom of SaudiArabia this information is
only directed to Exempt Persons, Authorized Persons or Investment Institutions, as defined inthe relevantimplementing regulationsissued by the Capital Markets Authority (CMA). In the
United Arab Emirates this material is only intended for -natural Qualified Investor as defined by the Securitiesand Commodities Authority (SCA) Chairman Decision No. 3/R.M. of 2017
concerning Promoting and Introducing Regulations. Neither the DFSA or any other authority or regulator located inthe GCC or MENA region has approved thisinformation. In Singapore,
this is issued by BlackRock (Singapore) Limited (Co. registration no. 200010143N). In Hong Kong, this material is issued by BackRock Asset Management North Asia Limited and has not
been reviewed by the Securities and Futures Commission of Hong Kong.In South Korea, this material is for distribution to the Qualified Professional Investors (as defined in the Financial
Investment Services and Capital Market Actand its sub-regulations). In Taiwan, independently operated by BlackRock Investment Management (Taiwan) Limited. Address: 28F., No. 100,
Songren Rd., Xinyi Dist., Taipei City 110, Taiwan. Tel: (02)23261600. In Japan, this isissued by BlackRock Japan. Co., Ltd. (Financial Instruments Business Operator: The Kanto Regional
Financial Bureau. License No375, Association Memberships: Japan Investment Advisers Association, the Investment Trusts Association, Japan, Japan Securities Dealers Association, Type
Il Financial Instruments Firms Association.) For Professional Investors only (Professional Investor is defined in Financial Instruments and Exchange Act). In Australia, issued by BlackRock
Investment Management (Australia) Limited ABN 13 006 165 975 AFSL 230 523 (BIMAL). The material provides general information only and does not take into account your
individual objectives, financial situation, needs or circumstances.In China, this material may not be distributed to individuals residentin the People’s Republic of China (PRC”, for such
purposes, excluding Hong Kong, Macau and Taiwan) or entities registered inthe PRC unless such parties havereceived all therequired PRC government approvals to participate in any
investment or receive any investmentadvisory or investment management services. For Other APAC Countries this material isissued for Institutional Investors only (or
professional/sophisticated /qualified investors, as suchtermmay applyin local jurisdictions) and does not constitute investment advice or an offer or solicitation to purchaseor sell inany
securities, BlackRock funds or any investment strategy nor shall any securities be offered or sold to any person in anyjurisdiction in which an offer, solicitation, purchase or sale would be
unlawful under the securities laws of such jurisdiction. In Latin America, for institutional investors and financial intermediaries only (not for public distribution). This material is for
educational purposes only and does not constitute investment advice or an offer or solicitation to sell or a solicitation ofan offerto buy any shares of any fund or security. If any fundsare
mentioned or inferred in this material, such funds may not havebeen registered with the securities regulators of any Latin American country and thus, may not be publicly offered inany
such countries. The provision of investment managementand investment advisory services is a regulated activity in Mexico ths is subject to strict rules. No securities regulator within
Latin America has confirmed the accuracy of anyinformation contained herein.

The information provided here is neither tax nor legal advice. Investors should speak to their tax professional for specificinformation regarding their tax situation. Investmentinvolves risk
including possibleloss of principal. International investing involves risks, including risks related to foreign currency, limited liquidity, less government regulation, and the possibility of
substantial volatility due to adverse political, economic or other developments. Theserisks are often heightened for investments in emerging/developing markets or smaller capital markets.

© 2020 BlackRock, Inc. All Rights Reserved.BlackRock is a registered trademark of BlackRock, Inc. or its subsidiariesin the United Statesand elsewhere. Allother trademarks are those of
their respective owners.

BIaCKROCKP Not FDIC Insured » May Lose Value * No Bank Guarantee

BIIM0620U-1208646-6/6


https://www.blackrock.com/corporate/insights/blackrock-investment-institute

